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TAX FORUM
DOROTHEA WATSON, CPA

Tax planning can pay dividends in tax
dollars saved. Two areas where this is demon
strated are discussed below.
Multiple support agreements allowed under
Section 152(c) provide a tax benefit where
more than two persons join in supporting a
dependent. Tax planning in connection with
the medical expenses of the dependent can
increase the benefit. Since medical expenses
paid for a dependent are deductible, it makes
tax sense for the person entitled to the de
pendency deduction to pay the medical ex
pense directly. If the dependent is a parent
over 65, the total medical expenses, unless over
the maximum allowable, may be deducted. To
illustrate, consider three children who support
their dependent mother under a multiple sup
port agreement. It costs $4,500 a year to
provide the support including $2,000 in medi
cal expenses and each child contributes $1,500
to her to pay her expenses. Under this
arrangement, the child entitled to the depend
ency deduction gets the additional $600 de
duction. If, instead of giving the money to the
mother, the child entitled to the dependency
deduction pays $1,500 of the medical expenses
directly to the doctors, hospitals, drug stores,
etc., the mother has the same care and the
child not only gets the $600 dependency de
duction but can also deduct the $1,500 of
medical expenses.
Tax planning can pay off in connection with
capital gains on sales of property. A taxpayer
with property to sell may wish to wait until
1964 to take advantage of the probably lower
tax rates but may have an opportunity now to
sell at a good profit and the buyer does not
want to wait until 1964. The installment sale
can be the answer. Make the sale now and
take a down payment of less than 30% of
the sales price (preferably a token payment)
in 1963 and have the balance payable in
1964. Report the sale on the installment
method and pay most of the capital gains tax
at the lower rates in 1964. It is possible to get
cash in hand now equal to the basis in the
property and still pay only a small capital
gains tax in 1963 and the balance later at
probably lower rates. Borrow on the property
up to the basis in the property and sell having
the buyer assume the mortgage. Take only a
small down payment and report on the in
stallment method. The mortgage will not be

considered a payment so long as it does not
exceed the basis in the property.
** * *
One tax reduction is already law for 1964.
The Federal Unemployment Tax rate reduces
to 3.1% as of January 1, 1964 from 3.35%
in effect for 1963. The 2.7% credit allowed
for payments to the state for unemployment
tax remains in effect.
* * * *

The fiftieth edition (1913-1963) of the
federal individual income tax return Form
1040 is little changed from the 1962 form.
Certain items have been rearranged as to
location on the return and care must be taken
that the proper fine or space is used this year.
A line is provided on page one for payments
by self-employed persons to retirement plans,
etc. and it must be supported by Form 2950SE attached to the return. A line is also pro
vided on page one for the tax from
recomputing prior year investment credit to
be supported by an attached statement. Page
one of Schedule C has been changed by adding
a line for retirement plans, etc., other than
the taxpayer’s share. Also, additional general
information questions are being asked. Sched
ule C-3 and F-1, computations of Social
Security Self-Employment Tax, have been
changed to reflect the new tax rate of 5.4%
and the maximum tax of $259.20 from 4.7%
and $225.60 in 1962. Schedule D contains a
new part for computing the gain from disposi
tion of depreciable property under Section
1245 and the ordinary income so computed
is carried into the total gains or losses from
sale or exchange of property to be shown on
page 1 of Form 1040. Schedule F has an
added line to record expense for retirement
plans, etc., other than the taxpayer’s share.
Form 3468 for the computation of investment
credit has an added line on which to show the
carryback and carryover of unused credit
which must be supported by an attached
schedule.
** * *

A revision of Schedule M of the Federal
corporate income tax return (Form 1120)
has been made for 1963.
Schedule M has reflected the reconciliation
of taxable income and the analysis of earned
surplus and undivided profits in a single sched
ule. The proposed revision, shown below and
on the following page, provides two schedules.
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Schedule M-1 Reconciliation of Income per Books with Income per Return
1. Net income per books
2. Federal income tax
3. Excess of capital losses over capital
gains
4. Taxable income not recorded on
books this year (itemize)

7. Income recorded on books this
year, not included in this return
(itemize) ..................................
8. Deductions in this tax return not
charged against book income this
year (itemize) ..........................

5. Expenses recorded on books this
year not deducted in this return
(itemize) ..................................

9. Total of line 7 and 8
10. Income (line 28, page 1)— line
6 less 9

__

6. Total of lines 1 through 5

Schedule M-2 Analysis of Earned Surplus and Undivided Profits Per Books (line 23, Page 4)
1. Balance at beginning of year
2. Net income per books
3. Other increases (itemize) ...........

5. Distributions (a)
(b)
(c)
6. Other decreases

7.
8.
4. Total of lines 1, 2, and 3

Cash
Stock
Property
(itemize) ..........

Total of lines 5 and 6..................
Balance end of year (line 4
less 7)

This revision is best explained by the following comparison which lists the lines on the re
vised schedules where the information will be shown as compared to the lines on the former
Schedule M.
1962

Revised

Schedule M
Line No.
1
2
3-4
5
6
7
8 (total)
9
10
11
12-14
15
16
17
18
19
20 (total)
21

Schedule M-1
Line No.
appears on

1
10
7
8
8

"
"

"
"
"
"
"
"

"
"

99
"

3

99

5
5
2
5
3
5
5
4

99
99
99

"

99
99
99

"

99

Schedule M-2
Line No.

6
6

8

Record Keeping * * *

etc., are not frowned upon by the Internal Rev
enue Service if they are a part of, or are
immediately connected with, a bona fide busi
ness discussion.
The fact that all answers have not yet
been resolved is proven by the article which
appears in the June 1963 issue of THE JOUR
NAL OF ACCOUNTANCY entitled “Com
ments on Proposed Regulations Under Code
Section 274 Relating to Disallowance of Cer
tain Entertainment, Gift and Travel Expenses—
submitted to the Internal Revenue Service,
May 3, 1963, by the AICPA Committee on
Federal Taxation.”

(Continued from page 4)

cannot be made available generally at the time
the expenses are incurred, but can be made
part of the regular files possibly six months
later. Perhaps the use of a personal diary to
record “business purpose” is the answer.
Business luncheons and dinners are speci
fically allowable as a deduction—as they were
under the old law. They are still governed by
it—they should have a business purpose and
good will is sufficient.
Even theatre parties, ball game attendance,
10

